
Part III.
AGRICULTURAL APPRAISAL
PROCESS

Rural land’smarketvalue is typically the cash or cashequivalentpriceat which land
would sell from awilling sellerto awilling buyerin an arm’s-lengthtransaction.Threedif-
ferentfactorsinfluenceland’svalue:

Production.Buyersa~ndsellersin the productionmarketareinterestedin the land’sability
to produceagriculturalincome.
Investment.Buyers andsellersin theinvestmentmarketareprimarily interestedin land’s
potentialappreciationin value.A buyerpurchasesthe landin orderto resellor developit.
Consumption.Thosein the consumptionmarketareprimarily interestedin the satisfaction
of owningland.A buyerpurchasesthelandfor aweekendhome,for ahobbyfarm, or simply
for theprideof ownership.

Thepricelandcouldcommandin anyor all of thesemarketsinfluencesits marketvalue.
Theagriculturalusevalueof landarisesonly from its agriculturalproduction.

In estimatingproductivity value, the appraiserconsidersonly thosefactorsassociated
with the land’scapacityto producemarketableagriculturalproducts.The appraiserignores
the possibilitythatthe landmaycommandahigherpriceon the investmentor consumption
market.Neitherof thesemarketinfluencescanbe considered.

A marketvalue appraisalof rural land might considerall threeapproachesto value—
cost,market,andincome.A productivityappraisal,however,usesonly amodifiedincomeap-
proachandconvertsan estimateof the property’sincome into an estimateof the property’s
value.Theappraiserfirst estimatestheproperty’sannualincome,thendividestheincomeby
acapitalizationrate.The resultis anestimateof the property’svalue.

Full income-approachappraisalcanbe considerablymorecomplicatedthan thisdescrip-
tion, but in productivityappraisalthe processis relatively simplebecausethe law setsthe
capitalizationrateandtheprocedurefor projectingincome.

By law, the capitalizationrateis the greaterof 10 percentor the interestrate specified
by the FederalLandBank of Houstonplus 2 1/2 percentagepoints.The capitalizationrateis
publishedin STATEMENT (the SPTB’smonthlynewsandinformationbulletin) andprovid-
edto theappraisaldistrictsaspartof theagriculturalinformationthe SPTBdistributeseach
year.

Thelaw requiresthe appraiserto basethe annualincomeestimateon thefive-yearperi-
od precedingtheyearbeforetheyearof the appraisal.For example,anappraisalin 1988was~
basedon incomefrom 1986 (two yearsbeforetheappraisal),1985,1984,1983,and1982.

Theappraiserdeterminesthenet incomethe land~vouldhavegeneratedunder anaver-
ageownerof ordinaryprudenceduringeachyearof the five-yearperiod.Theappraiserthen
averagesthe annualnet incomefor each of theseyears.The resultingaverage,or “net to
land,” is the amountcapitalizedin theappraisal.

Fromapracticalstandpoint,tax appraiserscannotappraiseeachindividual tractof land.
Instead,the appraisaloffice must developasystemof appraisalthat allows the office to val-
uealargenumberof tracts.To put an effectiveproductivityappraisalsysteminto action,the
appraisermustcompletefive steps:
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1. Developa landclassificationsystem.Sucha systemgroupslandinto principaltypesofag-
ricultural uses.

In most instances,sucha systemwill recognizeat leastsevenbroadagriculturaluse
classes:

(a) Irrigatedcropland
(b) Drylandcropland
(c) Orchard
(d) Improvedpastureland
(e)Nativepastureland
(0Wasteland
(g) Otherland.

Not all countieswill haveall classes.Somecountiesmayneedto addclasses.Districts
might, for example,needto developa classfor unusualor intensivelandusessuchastruck
farming,eggproducing,or commercialpoultryproduction.In manycases,thechiefappraiser
will needto splitbroadclassesinto sub-classes.

2. Estimatethenetto landperacrefor eachclassor sub-class.This annualincomeis based
uponthefive-yearperiodprecedingtheyearbeforetheappraisal.

3. Divide theclass’netto landby theyear’scapitalizationrateto find thevalueperacrein
eachclass.Thesevaluesform aproductivityappraisalschedule.

4. Classifyall qualifiedagriculturallandaccordingto thelandclassificationsystem.

5. Usethescheduleto calculatetheproductivityvalueofindividual parcelsofland.Typical-
ly, theproductivityvalueschedulewill showavalueperacreforeachlandclass.Foranygiv-
en parcelofland,thenumberof acrestimes the peracrevaluedeterminestheagricultural
usevalue.

In addition,thelaw requiresthechiefappraiserto estimateandrecordthemarketvalue
ofpropertyappraisedunder1-dand1-d-1.Thus,thesystemmustalsoprovidefor amarket
valueappraisalaccordingto generallyacceptedmethods.TheRuralLandsectionoftheGen-
eralAppraisalManualdescribesmarketvalueappraisalmethodsforruralland.

SOURCESOF INFORMATION

Thechiefappraiseris solely responsiblefor establishingthelandclassesand determin-
ingtheaverageannual“netto land”foreachclass.To do so,heneedsto obtaincertaininfor-
mation from stateand federalagencies.Thefollowing sourcescanprovide information on
which to basethesedeterminations,but thechiefappraiserbearsultimateresponsibilityfor
thelandclassesandthenetto landestimates.

Agricultural Advisory Board

One of the chief appraiser’smost important sourcesof information is the appraisal
district’s agricultural advisorycommittee.The committee’spurposeis to advisethe chief
appraiseron the appraisalanduseof agricultural land.The chiefappraiseris requiredto
appoint,with the advice and consentof the board of directors,an agricultural advisory
committeecomposedof at least threemembers.Appraisal district employees,appraisal
reviewboardmembers,andmembersof theboardofdirectorsof the appraisaldistrict are
ineligible to serveon thecommittee.

The code requiresthe advisory committee to meet at least three times per year.
Committeemembersarenot entitledto compensation.

One of the threecommittee membersmust be a representativeof the agricultural
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stabilization and conservationservice in the county in which the appraisal district is
located.Theothertwo membersmusthavebeenresidentsof theappraisaldistrict for atleast
five yearsandmustown propertyin theappraisaldistrict that is qualified for 1-d,1-d-1,or
1-d-1 timberappraisal.

Board membersserve staggeredterms of two years. In making the first round of
appointments,the chiefappraisershould appointhalfthe membersfor oneyearandhalfthe
membersfor two years.If thecommitteehasan odd numberof members,one fewer thana
majorityoftheinitial membershipshouldbe appointedfor oneyearterms.

The TexasAgricultural ExtensionService
Local countyextensionagentshaveinformationon thetypical cropsin eachcounty,typi-

calyields,productionpractices,generalprice,andleaseandproductioncostinformation.
TheExtensionServicedevelopsregionalbudgetsfor crop andlivestockproduction.These

budgetsmaybehelpfulin developingtheaveragenettoland,but theyaregeneralin nature.
They may apply to severalcounties,areprojectedratherthanhistorical,and are not de-
signedfor calculatingnetto landvalues.This informationis simply anothersourceofdata,
notthesolebasisfornetincomecalculations.

Agricultural Stabilization andConservationService(ASCS)

LocalASOScommitteemembersandASOSstaffmembershaveinformationon cropsand
crop yieldstypical for thearea.Information on commodityprices,productionpractices,and
governmentpaymentsis alsoavailablefrom thissource.

Soil ConservationService(SCS)
TheSOShascomprehensiveinformation relatedto theproductivecapacityof soils. This

informationis helpfulin establishinglandclassesandsub-classes.In mostcounties,theSCS
canprovidedetailedsoil surveysthatwill alsoassistin classif~ringindividualparcelsofland.
SOSpersonnelarefamiliar with typical crops,yields,carryingcapacitiesfor livestock,pro-
duction practices,andtypicalleasearrangements.

TexasAgricultural Statistical Service
TheTexasAgriculturalStatisticalServicesometimeshaspublicationscontainingspecific

informationfor eachcountyon thenumberofacresplantedandharvestedfor eachcrop and
on averagecountyyields.

The servicecomputestheaverageyield peracre,percrop. Its numbersdo not breakout
yieldsreceivedfrom richerorpoorerland,nordo theyreflectothervariationsthatinfluence
yields,suchasthelevel ofwaterapplicationon irrigatedlands.Sinceappraisersmustesti-
mateyieldsbasedon aprudent,typical operation,theywill generallyneedto supplementthe
service’sestimateswith furtherinformation.

Information on pricespaidfor variouscommoditieson a regionalor state-widebasisis
alsoavailable.Again, this informationshould only beusedif thevaluesit showsaretypical
for thespecificarea.

Farmers HomeAdministration (FmHA)
The FmHA is a governmentagencyin the U.S. Departmentof Agriculture. Thelocal

FmHAcommitteesconsistofthreemembers,ofwhom atleasttwo mustbefarmers.Informa-
tion on cropyields,productionpractices,andleasingratesshouldbeavailablefrom thiscom-
mittee.

Production Credit Association
ProductionCreditAssociationsgenerallyservefairly largeareasbutmayhaveinforma.

tion for specificcounties.Theycanprovideinformationaboutcrop yields,productionpractic-
es,andleasingrates.
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Universitiesand Colleges
Local collegeanduniversityagriculturedepartmentsoften haveinformationnot availa-

ble from theabovesources.
In addition, theStatePropertyTax Boarddistributesan informationpacketeveryyear

containinginformationaboutagriculturalcosts,prices,andyields.
Local agriculturalsuppliersandproducershaveinformationusefulto the appraiser.Lo-

callenderswhomakeagriculturalloansmayalsobe willing to furnishinformationusefulin
determiningnetto land.Theappraisershouldalsomeetwith thecountyU.S.D.A.RuralDe-
velopmentCommittee,which includesrepresentativesoftheU.S.D.A. agenciesoperatingin
thecounty,to obtainotherneededinformation.

ESTABLISHING LAND CLASSES

Landclassesshouldbebasedon thedistrict’s mostcommonlanduses.ThePropertyTax
Codelists sometypical classesof land, suchasirrigated cropland,dry cropland,improved
pasture,native pasture,orchard,andwaste.Unusualor intensivelandusessuchastruck
farming, eggproducing,or mass-producingpoultry may alsorequirea separatelandclass.
(Althoughthe Coderefersto land“categories,”thismanualfollows commonusageanddesig-
natesthemland“classes.”)

Appraisersmustoften divide broadclassesinto sub-classesbasedon factorsthat influ-
enceproductivecapacity.A particularlandclassmayincludelandwith different soil types,
soil capacity,levelsof irrigation,topography,orgeographicalfactors.Thesedifferencesmay
affectproductivityenoughto definesub-classes.

Forrecord-keepingandeaseofidentification,thesimplestwayto nameeachsub-classis
to attacha numberor letterto theclassname.For example,if theclassis IrrigatedCrop-
land,andtherearefoursub-classesbasedon differencesin soil types,eachdifferentsoil type
couldbedesignatedasIrrigatedCroplandI, IrrigatedCroplandII, etc.

From a practicalstandpoint,appraisaldistricts cannotdevelopa classificationsystem
that reflectsall minor differencesin productivity.Appraisersshouldthereforeusecommon
sensein subdividingclasses.A few acresof landdevotedto a specific usewill not definea

Section 23.51 (3).(5), Property Tax Code.
Definitions.

(3) “Category” means the value classification of land
considering the agricultural use to which the land is prin-
cipally devoted. Categories of land include but are not
limited to irrigated cropland. dry cropland, improved pas-
ture, native pasture, orchard, and waste and may be fur-
ther divided according to soil type, soil capability, irriga-
tion, general topography, geographical factors, and other
factors which influence the productive capacity of the cat-
egory. The chief appraiser shall obtain information from
the Texas Agricultural Extension Service, Soil Conserva-
tion Service, and other recognized agricultural sources
for the purposes of determining the categories of produc-
tion existing in the appraisal district.

(4) “Net to land” means the average annual net in-
come derived from the use of open-space land that
would have been earned from the land during the five-
year period preceding the year before the appraisal by
an owner using ordinary prudence in the management of
the land and the farm crops or livestock produced orsup-
ported on the land and, in addition, any income received

from hunting or recreational leases. The chief appraiser
shall calculate net to land by considering the income that
would be due to the owner of the land under cash lease,
share lease, or whatever lease arrangement is typical in
the area for that category of land, and all expenses di-
rectly attributable to the agricultural use of the land by
the owner shall be subtracted from this owner income
and the results shall be used in income capitalization. In
calculating net to land, a reasonable deduction shall be
made for any depletion that occurs of underground water
used in the agricultural operation.

(5) “Income capitalization” means the process of divid-
ing net to land by the capitalization rate to determine the
appraised value.

Section 23.53. CapitalIzation Rate.
The capitalization rate to be used in determining the ap-
praised value of qualified open-space land as provided
bythis subchapter is 10 percent orthe interest ratespec-
ified by the Federal Land Bank of Houston on December
31 of the preceding year plus 2-1/2 percentage points,
whichever percentage is greater.
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classor sub-class.Thesefewacresshouldbe placedin amoretypical use-classwith the same
orsimilar productivity.

Whereavailable,soil surveyscanbe extremelyhelpful in establishingclassesand sub-
classes.Surveyscanrevealthemajorsoil types. Groupingsoil typesto reflecta reasonable
rangeofproductivecapacitieswill limit thenumberofsub-classesestablished.

Theslopeof thelandofteninfluencesproductivityasmuch asthesoil type.Thesamesoil
typemayhavediffering productivecapacitiesunderdifferent land slopeconditions.This is
especiallytrueon irrigatedcropland.Appraisersmustanalyzefactorsandcombinethemin a
classificationsystem.For example,the systemmight classifya given soil type asIrrigated
CroplandI if it hasaClassA Slope,but IrrigatedCroplandII if it hasaClassB Slope.

Theappraisermaybasesub-classesfor pasturelandon typical stockingratesor carrying
capacity.Somenative pastureland,for example,may havea soil type that producesmore
feedandcansupportmorelivestockthanthesamenativepasturelandwith a differentsoil
type. As is the casewith cropland,districtsmust establisha reasonablegroupingof major
differencesin carryingcapacitiesorstockingrates.Theclassificationsystemcannotaccount
for minordifferences.AppendixD, page65, demonstratesdevelopmentofaclassificationsys-
temandvaluesfor agriculturalland.

DETERMINING NET TO LAND VALUES

Netto land,remember,is the averageannualnetincomethat a classoflandwould be
likely to havegeneratedover thefive-yearbaseperiod.Until 1987,appraisersbasednet to
landprimarily on owner-operatorbudgets.Thelaw nowrequiresappraisersto determinenet
to landusingacashor shareleasemethod.

Underaleasemethod,netto landistherentthatwould bedueto thepropertyownerun-
deracashlease,sharelease,orothertypical leasearrangement,lessexpensestypically paid
by theowner.In acashlease,therentis afixed amount.In a sharelease,therentis a share
ofthegrossreceiptsfortheyear,lessa shareofcertainexpenses.

CashLeaseMethod
A cashlease(cashrent) is an agreementbetweenlandownerandtenantto leasefor a

fixed cashpayment.This paymentis usuallyin termsof dollarsperacrefor a period of one
year.Whenthelandownerleaseson a cashbasis,heordinarilyhasno labororoperatingcap-
ital costs.If thelandownerhasno expensesrelatingto theagriculturaluseoftheland,the
cashleasepaymentis virtually equivalentto areturnto theland.If theprudentownertypi-
cally doespay someexpenses,appraisersshoulddeductthemfrom theleasepaymentto de-
terminenettoland.

Termsof Lease
The cashleaseusedfor a specificlandclassshouldrepresentthepaymentto a prudent

propertyowner.In somecases,themostcommonortypical leaseagreementwithin anarea
maynotbeprudentfor eitherthepropertyowneror tenant.This situationmayoccurwhen
themostcommonleaseagreementsarebetweenfamily members.

Thepropertyowner’sexpensestypically includecertainfixed costssuchaspropertytax-
es,depreciationon irrigation equipmentif thepropertyowneralsoownstheequipment,de-
preciationof fencesandtypical structuralimprovements,and waterdepletion.Appraisers
shouldcalculatepropertytaxeson thebasisofagriculturaluseappraisalratherthanmarket
appraisaL
Additional Costs

Thepropertyowneralsoincursa costofmanagement,coveringsuchactivitiesasfinding
a tenant,keepingrecords,andmakingsurethatthetenantmeetsthecontractagreement.In
manycasesthecostofmanagementis insignificantwhencalculatedon aperacrebasis.

Although the“typical” cashleaselandlordhasfew or no expenses,someleasesmayre-
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quirehim to pay additionalexpenses.Appraisersshouldadjusttheseleasesto typical terms
beforeusingthemto estimatetypicalnetleasepayments.

In summary,thenetto landvalueis thetypical cashleaserateminusthetypical expens-
esincurredby thelandowner.AppendixE, Figure1 providesa hypotheticalexampleof the
cashleasemethod.

Stepsin aTypical CashLeaseApproach

1. Gathercashleaseratesfrom knowledgeablepersonsin thearea.This datais not always
readily available.Do not useleasesof an unusualnature,long-termleaseswith options to
buy, or leasesbetweenfamily members.Leasesofthistypearenot considerednormalarm’s-
lengthtransactionsandmaynot indicatetheactualincome-producingcapacityofthesoil.

2. Gatherasmanyleasesaspossiblefor eachyearofthefive-yearperiod.In mostcases,you
will needat leastfour to six leasesperyearto developareliablenetto landvaluefor a spe-
cific landclass.Typical leaseswill usuallyfall within anarrowdollarrange.You mustchoose
onevalueto serveasatypicalleaseratefor theyear.

Forexample,assumeyou discoverfour grazingleasesandfourhuntingleasesfor native
pastureland.Thepaymentsare$4.50peracre,$4.75peracre,$4.75peracre,and$5.00per
acrefor eachyear, respectively.Thefour hunting leaseratesare$3.50peracre,$3.50per
acre,$3.50peracre,and$3.25peracreforeachyear,respectively.

You shouldnotassumethatthetypical leaserateis anaverageoftheleaseratescollect-
ed.Thetypical leaserateis themostcommonormostlikely leaserate.In thepreviousexam-
ple, $8.25peracrewould appearto be typical. This leaserateis basedon a $4.75 peracre
grazingleaseanda$3.50peracrehuntinglease.

Usethe sameprocedureto establisha typical leaseratefor eachof theremainingfour
yearsofthefive-yearqualifyingperiod.
• If a leaseprovidesfor anunusualownerexpense—suchasmaintainingfences—adjust
thepaymentby subtractingthatexpense.Suppose,for example,thatfencemaintenancein
oneleasecoststheowner40 centsperacre,peryear.Thenominalleasepaymentis $4.75per
acre.After adjustment,thepaymentis$4.35peracre.

Leaseratesfor grazinglandareoftena functionoflivestockcarryingcapacity.Apprais-
ersmeasurelivestockcarryingcapacityby thenumberof acresrequiredto carryorsupport
oneanimalunit. An animalunit is a standardfor comparingdifferenttypesoflivestockthat
equals1,000poundsoflive weight.A cow andits calfconstituteone animalunit,asdo six
sheepor sevengoats.When carryingcapacityvariesin thejurisdictionbecauseof soils, to-
pography,orotherfactors,sub-classesunderthenativepastureclassshouldreflect thedif-
ferences.
3. Determinetypical landownerexpenses.In theexampleabove,assumethat thelandowner
hasaucost of 50 centsperacreperyearfor depreciationof fences,and47 to 52 centsper
acreperyearfor propertytaxes(basedon agriculturalappraisal).

Calculatethedepreciationcostoffencesby dividing thecostofthefenceson atypical op-
erationby their life expectancy,thendividing by thetypicalnumberofacres.Halfofthecost
ofpropertyline fencesis attributedto thetypicalparcel;theotherhalf ofthecostis attribut-
edto thelandacrossthefences.

Again, the appraisershould determinetypical expensesaccordingto actualpracticein
thearea.Isolatedunusualexpensesin a singlelease(like fencemaintenance)arehandledby
adjustingthe individual lease.However,if fence maintenanceappearsto be a typical ex-
pense,do notadjusttheindividual leaserates.Instead,includethefenceexpenseastypical
andsubtractit from thetypical leaserate.

4. For eachof thefive baseyears,subtracttheexpensesfrom thetypical leaserate.There-
mainderis thenetto landvalue.Averagethefive netto landvaluesfor eachofthefive years
to obtain theoverall netto landvaluefor thelandclassfor thefive-yearperiod(SeeAppen-
dix E, Figure2). Divide thisnetto landvalueby thecapitalizationrateto obtaintheagricul-
turalusevaluefortheclass.

Soundnetto landvaluesfor onesub-classcanoftenbeadjustedto fit othersub-classes.
Forexample,landwith a carryingcapacityofoneanimalunit per20 acrescansupporttwice
asmanyanimalsaslandwith acarryingcapacityofoneanimalunit per40acres.If thean-
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nualpaymentis $3.00 peracrefor the betterland,onewould reasonablyexpectthe annual
paymentto be$1.50,orhalfasmuch,for landthatcansupporthalftheanimals.

In manyareasagricultural landis alsoleasedfor huntingandotherrecreationalpurpos-
es.Thecalculationofnetto landshouldincludeincome from huntingleasesin areaswhere
nativepastureandtimberlandarecommerciallyleasedfor deerhuntingorwherea prudent
managerwould supplementhis agricultural incomewith huntingleaseincome(e.g. where
nativepastureis alsoleasedfor hunting).

Like otherleaseincome,huntingincomeshouldbenetincome.You shoulddeducttypical
owner’sexpensesfrom total income.However,itemslike propertytaxesand depreciation,or
anyexpenseattributableto both leases,shouldonly be deductedonce.Do not subtractthem
from bothhuntingandagriculturalincome.

ShareLeaseMethod
Appraisersmustestimatenetto landvaluesfrom shareleasesaswell ascashleases.Un-

derasharelease,thelandowner(usually)paysa shareofproductionexpensesandreceivesa
prearrangedshareofthegrossreceiptsratherthanafixeddollaramount.Shareleasesmay
varyfrom locationto locationandusuallyvaryfrom cropto crop.

When choosingthe sampleofshareleasesto developa typical share-leaseamountfor
specific landclasses,appraisersshouldpick only leaseswith termsunderwhich a prudent
landownerwould leasetheland.Leasesmayvary in terms.Selectingthetypical leaseis a
matterofjudgmentand careful investigation,not mathematicalaveraging.In somecases,
themost commonor typical leaseagreementwithin anareamaynot be a prudentlease
agreement,especiallywhenthemostcommonleaseagreementsarebetweenfamily members
orarenotatarm’slength.

For example,supposeoneleaseprovidesthat anownerreceives40 percentof income,
while othersin thesamelandclassprovidefor theownerto receive33 percent.After investi-
gation,the appraiserdiscoversthatthepropertyownerreceivingthehigherpercentagepro-
videshistenantwith irrigation equipmentthatotherownersdo not supply.Subtractingan-
nualdepreciationandmaintenanceexpenseon theirrigationequipmentfrom theowner’s40
percentsharebringshisnetincomedownto thesame33 percenttheotherownersaremak-
mg.

This exampleshowstheneedto analyzeleaseterms.The40percentreturnonly seemed
higherthanthe33 percentreturn.Returnsmayalsoseemhigheror lower whena leasere-
quirestheownerto paya greateror lessershareof expensesor to pay expensesthat other
ownersin theareado not. The appraisermustinvestigatethetermsof theleaseshechooses
to rely on andusecarefuljudgmentin makinghis choices.

To calculatenetto landfor shareleases,appraisersneedthefollowing information,gath-
eredfromthesourcesdiscussedonpages20 to 22:

• Typicalcrops:Determinetheprincipalandtypical crops grownin theareafor the
landclassunderconsideration.

• Leaseagreements:Determinethetypicalleaseagreementbetweenpropertyowner
andtenant.Whatpercentageofgrossincomeandexpensesdoestheownersharein?
Whattypesof expensesaretypical?For example,in a commonshareleaseagree-
mentfor dry landgrain sorghum,thepropertyownerreceivesone-thirdofthegross
receiptsandpaysone-thirdofthefertilizer, harvest,andhaulingcosts(SeeAppendix
E, Figures3 and4).

• Yield estimates:Determinethetypicalyieldfor thecropsandlandclassbeingcon-
sidered.Calculatetheestimatedyield perplantedacre.If aportionofthearea’scrop
is destroyedby a hailstormor not harvestedfor somereason,the yield per acre
shouldreflect theacresplanted,not theacresharvested.Appraiserscan useoneof
twomethodsto convertyieldperharvestedacreto yield perplantedacre.

Method1
x Yieldperharvestedacre = Yield perplantedacre

Plantedacres
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Method 2
Total vield for all acres = Yield perplantedacre
Plantedacres

• Price estimates:Determinethe typical price farmersreceivefor the cropsunder
consideration.

• GovernmentPrograms:Determinewhetherthecropsbeingconsideredaretypical-
ly enrolledin governmentsupportprograms,suchasthedeficiencypaymentprogram.
If theyare,thenanyincometheownerreceivedfromtheprogramsshouldbe included
in thecalculationofnetto land.If governmentsupportprogramsaretypical,you will
needfurther details. In the deficiencypaymentprogram,this informationincludes
typical base(five-yearaverageyield), thegovernmentpaymentrate,and theamount
of acreagetheprogramrequiresto beset asideor idled. [NOTE:Do not useincome
from CR?payments.TheCR?programisdiscussedon pages29-30.]

• Costestimates:Determinethetypical variableandfixed expenses.
• Additional income:Determineanyadditionalincomefarmerstypically receiveand

sharewith thepropertyowner.For example,this amountwould includetheincome
receivedfrom grazingcattleon wheatfields aswell asanyotherincomeincidentalto
producingcropsor raisinglivestock. In areaswheregrazingland is commonlyset
asideto rejuvenatethecover,adjustgrazingincometo reflectthatfact.

After collectingandreviewingtheaboveinformation,thenextstepis to chooseamethod
for determiningnetto land.Thetwo availablemethodsare:

• Five-yearaverageleaseincome:Usefive-yearaveragesofcrop yields,prices,ad-
ditional income,andexpensesto determinetypicalnettolandforeachclass.

• Five yearlyleases:Calculatetheannualnetto landfor eachofthefive years,then
averagethem.

Becauseleasingpracticesandgovernmentfarmprogramschange,thesecondmethod,us-
ing separatecalculationsfor eachyear,ispreferable.
CalculatingNetIncomefor aTypicalShareLease

Calculatingnetto landfor ashareleaserequiresfoursteps:

1. Calculatethelandowner’sshareofgrossincome.
2. Calculatethelandowner’sshareofexpenses.
3. Subtracttheowner’sexpensesfrom theowner’sgrossincome.
4. Repeattheprecedingstepsforthefouryearsremainingin thebaseperiod.

Thefollowing discussionshowshow to completethesesteps.It usestheexampleof dry
landgrainsorghumandassumesthattheownerreceivesone-thirdof grossreceiptsandpays
one-thirdofthefertilizer,harvest,andhaulingexpenses.

Thetypicalyield for oneyearin thefive-yearperiodwas2,165poundsperacre.Thetypi-
calpricereceivedon theyield was$4.35perhundredweight(cwt.).

Thetypical propertyownersharedthefollowingcostswith his tenant:$15.00peracrefor
fertilizer, $10.00peracreforharvesting,and$.25 percwtforhauling.

In thisarea,farmerstypically participatein thegrainsorghumdeficiencypaymentpro-
gram.During theyear,the averagebasefor governmentpaymentswas 2,420 poundsper
acre,with a paymentrateof $.79percwt. Thefarmerhadto setaside10 percentofhis land
to participate.Thepropertyownerdoesnot sharein thevariableexpensesassociatedwith
theset-asidelandbut is responsiblefor 100percentofthefixed costs.

Propertytaxeswereapproximately$1.75peracre.

1. Calculatethelandowner’sshareofgrossincome.Multiply theaveragepricereceivedtimes
thetypical yield perplantedacretimesthelandowner’ssharetimesthepercentageplanted.
Thepercentageplantedtakesinto accountthelandsetasidein governmentprograms.In the
example,10 percentofthelandis setasideand90 percentplanted.In ourexample,thegross
incomefor theyearin questionwould be calculatedasfollows:
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Grain Sorghum = $ 4.35percwt x 21.65cwt x .333 x .90 = $ 28.22
DeficiencyPayment = $ .79per cwt x 24.20cwt x .333 -x .90 =

GrossIncome = $ 33.95

2. Calculatethe landowner’sshareof sharedexpenses.Multiply the cost per unit or acre
timesthenumberof unitstimestheowner’ssharetimesthepercentageplanted.

Fertilizer $ 15.00peracrex 1 acre x .333 x .90 = $4.50
Harvest $ 10.00peracrex 1 acre x .333 x .90 = 3.00
Hauling $ .25 percwt x 21.65cwt peracre x .333 x .90 = 1.62
ShareExpenses — $9.12

In addition,expensesincludethepropertytaxes(basedonagriculturaluseappraisal).
Thetaxwas$1.75peracre.

3. Subtracttheowner’ssharesofexpensesandpropertytaxesfrom theowner’sshareofgross
income.Theremainderis thenettolandvaluefor theyearin question.

$ 33.95 - $ 9.12 - $ 1.75 = $ 23.08

4.Repeatthesethreestepsforeachoftheotherfouryearsin thefive-yearperiod.
In mostcases,morethanonecrop is typical andprudentin anarea,soappraisersmust

calculatemorethanonenetto landvaluefor eachyear.To developanettolandvaluefor a
landclass,you mustcombinethenetto landvaluesfor eachcrop.

Appraiserscombinethenetto landvaluesestablishedfor eachofthecropsaccordingto
thepercentageofcropmix. Supposethedry landmix was40 percentgrainsorghum,30per-
centcotton,and30 percentwheat.Thenetto landvaluefor theindividual cropswas$26.25
for grainsorghum,$27.59for cottonand$19.05forwheat.Thenetto landvaluefortheclass
isdeterminedby calcolatinga weightedaverage:

Crop Crop Combined
Mix Net to Land Netto Land

GrainSorghum .40 x $26.25 = $10.50
Cotton .30 x $27.59 = $ 8.28
Wheat .30 x $19.05 =

$ 24.50

Thefive-yearaverageoftheannualnetto landvaluescanthenbeusedto determinethe
productivityvaluefor thelandclass.

UnavailableLeases-AlternativeMethods
In somecases,neithersharenorcashleaseswill beavailablefor comparisonwithin the

immediatearea.For example,fish farmsandexotic gameranchesare rare,andfinding five
to eightleaseswithin theentirestatemaybedifficult.

If leasesareunavailable,thechiefappraisermustusealternativemethodsto determine
theamounta reasonablelesseein theareawould pay to leasethelandon eithera cashor
sharebasis.Hemaygo outsidetheappraisaldistrictto find thenearestcomparableleaseop-
erations.Usinghisbestjudgment,thechiefappraisermustdecidewhetherhecanreasona-
bly comparetheseleaseswith operationsin thedistrict.

Appraisersmustalsodecidewhetherto supplementout-of-districtleaseswith anowner-
operatorbudgetIf no reasonablycomparableleasesareavailable,the chiefappraisermay
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rely entirelyon the owner-operatorbudgetmethodto determinewhat a reasonablelessee
would payto leasethelandin question.Owner-operatorbudgetsmayprovidetheonlymeth-
od ofestimatingleaseamountsfor intensiveorunusualagriculturaloperationssuchastruck
farmsorpoultryfarmsgearedtowardmassproduction.

AppendixB on page53 discussestheowner-operatorbudgetmethod.

DEVELOPING THE APPRAISAL SCHEDULE

After calculatingtheaveragenetto landvaluesfor eachclassandsub-class,theapprais-
er developsan agriculturalappraisalschedule.Dividing theclassnetto landby thecapitali-
zation rategivestheclass’sagriculturalusevalue.Usinginformation from thepreviousex-
amples,thefollowing chartshowsatypicalclassschedule:

Cap
Landclass Netto Land Rate Appraisal
IrrigatedCroplandI 42.00 .14 $300.00
Dry CroplandI 24.50 .14 175.00
NativePastureI 4.90 .14 35.00

CLASSIFYING INDiVIDUAL PARCELS

Themajorproblemfacingtheappraiseris determiningthenumberofacresin eachland
classfor eachindividualfarm orranch.This problemis especiallydifficult for districtsthat
havenotdevelopedlandownershipmaps.

Detailedsoil surveyscontainmapson soils andtopographycharacteristics.Ownership
mapsincorporatingsoil surveyinformationprovidethemostaccuratemeansof determining
acreageper land classon an individual parcel.Tracingboundarylines with a planimeter
givesarelativelyaccuratereadingof acreagewithin thelandclasses.

Districtswithoutownershipmapsmustdevelopaprocedurefor obtainingacreagebreak-
downs.The ASCS hassomeinformation on individual farms whoseownersparticipatein
governmentalprograms.In addition,theSoil ConservationServicehasdevelopedconserva-
tionplansfor manyproducersandcanprovidesuchinformation.

In manycasesit will benecessaryto obtaintheassistanceofthelandownerin d~termin-
ing theacreagebreakdown.Thechiefappraisermayconsiderrequestingadditionalinforma-
tion from anapplicant,askingforthebreakdownofacresin eachlandclass.

APPRAISING INDIVIDUAL PARCELS

If FarmerA ownsa sectionofquali1~yingland(640acres)ofwhich 160acresareclassified
asIrrigatedCropland1, 300 acresareclassifiedasDry Cropland1, and180 acresareclassi-
fledasNativePasture,thetotalagriculturalvalueof thelandwouldbecalculatedby apply-
ing theappraisalschedule,asshownon thispage,to thebreakdownofacres:

Number Ag Use Total Ag Use
Land Class ofAcres Value Value
IrrigatedCroplandI 160 x $300 = $ 48,000
Dry Cropland I 300 x 175 = $ 52,500
NativePasture x 35 =

Total 640 $106,800

In addition,theappraisermustestimatethemarketvalueof theland,basedon accepted
marketappraisaltechniques.Theappraisermayappraisethetotal parcelorhavea market
value schedulethat follows thesameclassesasthe specialappraisalschedule.The choice
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will dependon local marketconditionsandon thefeasibility ofa scheduleapproach.Often a
marketvaluescheduleconsidersthe sizeof the tract andits location,ratherthan its land
classificationor agriculturaluse.

Assuminga market schedulebasedon useclassificationsis appropriate,appraisers
should apply the appropriatemarketvalue scheduleto the numberof acresin eachland
class.If themarketvalueschedulereflects$500peracrefor Irrigated CroplandI, $300per
acreforDry CroplandI and$200peracrefor NativePasture,thecalculationofmarketvalue
would beasfollows:

Number Market Total Market
Land Class ofAcres Value Value
IrrigatedCroplandI 160 x $ 500 = $ 80,000
Dry CroplandI 300 x 300 = $ 90,000K
NativePasture x 200 = $~4WQ
Total 640 $ 206,000

A WORD ABOUT FEDERAL FARM PROGRAMS

Thefederalgovernmentaidstheagriculturalindustrythroughdirectgrants,low-interest
loans,commoditysubsidies,anda varietyofothermeasures.In somecases,participationin
theseprogramsaffectsthe agriculturalproductivityvalueoffarm andranchland.This por-
tion ofthemanualsummarizesthefederalsubsidyprogramsthatweremostcommonduring
themid-1980sandgivesinformationaboutwhether—andhow—toadjustnetto landcalcula-
tions to accountforfederalfinancialaid.

The two main programsare called the ConservationReserveProgramand udeficiency
payments.”The ConservationReserveProgram(CR1’) providesa ten-yearpaymentin ex-
changefor removinglandfrom agriculturalproduction.Deficiencypaymentsprovidean in-
comesubsidybasedon theUSDA-announcedtargetprice.

The ConservationReserveProgram
TheConservationReserveProgram(CR1’) beganin 1985. The programremovesland

from agriculturalproductionto reducefarm surpluses.UnderCR1’, thefederalgovernment
makesa 10-yearcontractwith thepropertyowner.Theownertakesthelandout ofproduc-
tion andplantsgroundcoverto detererosionandsupportwildlife. The ownermayleasethe
landfor huntingbut cannotallow any grazing,harvesting,or othercommercialuseof any
cropfrom thelandcoveredby thecontract.

In returnfor participation,the federalgovernmentmakesan annualpaymentto the
propertyowner.Theamountperacredependson abid pricedeterminedin theoriginal con-
tract.However,no ownercanreceivemorethan$50,000peryear.

Normally,a maximumof25 percentofanycounty’stotal agriculturallandmaybe placed
in theCR1’. Thatceilingcansometimesbeexceededif puttingmoreacreagein theprogram
will notadverselyaffectthelocal economy.

SinceSection23.51 oftheCode definesagriculturaluseto include“leavinglandidle for
thepurposeofparticipatingin anygovernmentalprogram,”CR1’ landcanqualify for agricul-
tural appraisalunderSec.1-d-1. On theotherhand,CRPacreagemaynot receivea special
appraisalundertheold Section1-d.Section23.42ofthePropertyTaxCode(implementing1-
d)requiresthatanownerintendto uselandfor agricultureasan occupationorbusinessven-
turefor profit duringthecurrentyear.TheCR1’ programis an incentiveto notuselandfor
agriculture.Thereis no wayto reconcilethesedifferences;asaresult,anownermaynotre-
ceive1-dstatusforhisCR1’ land.

CR1’ land shouldbeplacedin the landclassthe propertywas in beforeit qualified as
CR1’ land.The agriculturaluse— aswell astheprincipaluse— ofCRPlandis participation
in a governmentprogram.Althoughthe land is plantedwith groundcover,it is not in pro-
duction.The only evidenceof the land’s classificationis the property’sland classbeforeit
qualifiedfor theCR1’ program.
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SinceCRPpaymentsaren’tbasedon farm production,theyshould not be consideredin
calculatinga netto land—nomatterhowtypical CRPparticipationmaybe in thearea.CRP
landshouldsimplyreceivetheperacrevalueofotherlandwithin its landclass.

DeficiencyPayments
Deficiencypaymentsarea widely usedfarm subsidy.About 20percentof all Texascrop-

landqualifiedfor deficiencypaymentsin 1986.A deficiencypaymentis paid wheneverthe
nationalaveragemarketpricefor a commodityproducedin any onecropyearfallsbelowthe
USDA-announcedtargetpricefor thatcommodityforthatyear.

Theamountofdeficiencypaymentperunit of provenyield is limited to thedifferencebe-
tweenthetargetpriceandthehigherofthenationalaveragepriceor theCommodityCredit
Corporationloanprice. Beginningwith the1987cropyear,thetotal deficiencypaymentper
farmeris limited to $250,000.Priorto thatyear,thepaymentwaspotentiallyunlimited.

Landownersreceivingdeficiencypaymentscanqualify theirpropertyundereither1-d or
1-d-1.Thelanditself is still beingusedforagriculturalproduction—theonly differenceis an-
othersourceofincomefor thecommodity.

Unlike a CR1’ payment,a deficiencypaymentis attributableto theland’sproductivity.
Appraisersshouldincludedeficiencypaymentsin thecalculationofgrossincomewhensuch
paymentsaretypicalin anagriculturalclass.

Whetheranindividualpropertyowneractuallyreceivedadeficiencypaymentin anygiv-
enyeardoesnotmatter.If an averageownerexercisingordinaryprudencewouldhavere-
ceiveddeficiencypaymentsduringthe five-yearperiod,thepaymentincomemustbeinclud-
ed.

Other FederalPrograms
Congressis likely to enactnewformsoffarm subsidiesin thecomingyears.Amendments

to thismanualwill acknowledgesignificantchangesin federal financial aid. Until then,a
chiefappraisershouldreview eachprogramcarefullyto determinewhetherit affectslocal
productivityvaluefor agriculturallands.

Futuresubsidiesmaynotreachall classesoflandandcertainlywill notreachall property
ownerswithin a specificclass.A goodrule-of-thumbto useis that the incomefrom a federal
subsidywill affectaclass’nettolandonly whentheprogramsubsidizesproduction.
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